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OATH OR AFFIRMATION

1, : LYN KY , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
MIDPOINT FINANCIAL. SERVICES, INC.

of DECEMBER 31 ,20 06

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

, as
_, are true and correct. 1 further swear (or affirm) that

classified solely as that of a customer, except as follows:

NONE
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A

Notar)‘f Public

This report ** contains (check all applicable boxes):

R (a) Facing Page. '

@ (b) Statement of Financial Condition.

@ (c) Statement of Income (Loss).

d (d) Statement of Changes in Financial Condition.

E (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors® Capital.

B (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

{g) Computation of Net Capital.

O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

O (i) Information Relating to the Possession or Controi Requirements Under Rule 15¢3-3.

] () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

7 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

B (1) An Oath or Affirmation.

[0 (m) A copy of the SIPC Supplemental Report.

O (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**Eor conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Independent Auditors' Report

To the Board of Directors
Midpoint Financial Services, Inc.
San Diego, California

We have audited the accompanying statements of financial condition of Midpoint Financial
Services, Inc. (an S-Corporation effective January 1, 2006) as of December 31, 2006 and
2005, and the related statements of operations, stockholders' equity, cash flows, and
changes in subordinated borrowings for the years then ended that you are filing pursuant to
rule 17a-5 under the Securities and Exchange Act of 1934. These financial statements are
the responsibility of the Company's management. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Midpoint Financial Services, Inc. as of December 31, 2006
and 2005, and the results of its operations, stockholders' equity, cash flows, and changes in
subordinated borrowings for the periods then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in Schedules | and |l is presented
for purposes of additional analysis and is not a required part of the basic financial
statements, but is supplementary information required by rule 17a-5 under the Securities
and Exchange Act of 1934. Such information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

Mol amd! W Len
San Diego, California
March 27, 2007




Midpoint Financial Services, Inc.
Statements of Financial Condition

December 31, 2006 2005
Assets
Current assets
Cash and cash equivalents $ 83,954 97,985
Commissions receivable 26,355 48,640
Employee receivables 250 -
Shareholder receivable 5,905 -
Recoverable taxes 6,244 -
Total current assets 122,708 146,625
Furniture and equipment
Office furniture 5,222 3,033
Office equipment 18,705 10,931
Accumulated depreciation (13,609} (4,654)
Total furniture and equipment, net 10,318 9,310
Other assets
Security deposits 3,286 3,286
Total other assets 3,286 3,286
Total assets ~$ 136,312

159,221

See independent Auditors’ Repaort and notes te financial statements
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Midpoint Financial Services, Inc.
Statements of Financial Condition
December 31, 2005 and 2004

December 31, 2006 2005
Liabilities and stockholders' equity {deficit)

Current liabilities

Accrued commissions payable $ 16,143 $ 35765
Payroll taxes payable 76 1,625
Deferred income taxes - 3,800
Income taxes payable - 25,764

Total current liabilities 16,219 66,954

Stockholders' equity
Common stock, no par value, 1,000,000 shares authorized,

10,000 shares issued and outstanding 10,000 10,000
Additional paid in capital 6,700 6,700
Retained earnings 103,393 75,667

Total stockholders' equity 120,093 92,267
Total liabilities and stockholders' equity $ 136,312 $ 159,221

See Independent Auditors' Report and notes to financial statements
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Midpoint Financial Services, Inc.
Statements of Operations

Years ended December 31, 2006 2005
Commission revenue $ 890,369 $ 1,511,146
Commission expense 476,655 623,512

Gross Profit 413,714 887,634
Operating expenses 404,917 729,114
Income from operations _ 8,797 158,520
Other income 12,679 -

Income before pfovision for income taxes 21,476 158,520
Provision for (benefit of) income taxes (6,350) 51,764

Net income $ 27,826 §$ 106,756

See Independent Auditors’ Report and notes to financial statements
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Midpoeint Financial Services, Inc.
Statements of Stockholders' Equity
For the years ended December 31, 2006 and 2005

Additional
Common Stock Faid-in Retained
Shares Amount Capital Earnings Total
Balance at December 31, 2004 10,000 $ 10,000 % - % (31189) $ (21,189)
Capital contribution - - 6,700 - 6,700
Net income - - - 106,756 106,756
Balance at December 31, 2005 10,000 10,000 6,700 75,567 92,267
Net income - - - 27,826 27,826

Balance at December 31, 2006

10000 $ 10000 $ 6,700 $ 103,393 $ 120,083

See independent Auditors’ Report and notes (o financial staiements
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Midpoint Financial Services, Inc.
Statements of Cash Flows

Years ended December 31, 2006 2005
Cash flows from operating activities:
Net income $ 27826 % 106,756

Adjustments to reconcile net income to net cash provided by (used in)
operating aclivities:

Depreciation 8,955 4,654
Deferred income taxes (3,800) 26,800
{Increase) decrease in commissions receivable _ 22,285 (3,286)
(Increase) decrease in employee and shareholder receivables (6,155) -
(Increase) decrease in recoverable taxes (6,244) -
(Increase) decrease in security deposits - 4,510
Increase (decrease) in accrued commission payable (19,622) {5,969)
Increase (decrease) in payroll taxes payable (1,549) o8
Increase {decrease) in income tax payable (25,764) 24,964
Net cash provided by (used in) operating activities {4,068) 158,527
Cash flows from investing activities:
Purchases of furniture and equipment (9,963) (13,964)
Net cash used in investing activities {9.963) (13,8964)
Cash fiows from financing activities:
Repayment of stockholder loans - {(90,000)
Net cash used in financing activities - (90,000)
Net increase (decrease) in cash and cash equivalents (14,031} 54,563
Cash and cash equivalents at beginning of year 97,985 43,422
Cash and cash equivalents at end of year $ 83954 3 97985

Supplemental disclosure of cash flow information:
Income taxes paid $ 30,258 % -

Non-cash investing and financing transactions:
Debt converted to paid in capital $ - 3 8,700

See independent Auditors’ Report and notes to financial statements
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Midpoint Financial Services, Inc.
Statements of Changes in Subordinated Borrowings

Years ended December 31, 2006 2005
Subordinated borrowings at beginning of period $ -3 90,000
Decreases: 7

Payment of subordinated notes - (90,000)
Subordinated borrowings at end of period $ - - 5 -

See Ingependent Auditors’ Report and notes to financial staternents
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Midpoint Financial Services, Inc.
Notes to Financial Statements

Note 1.

Nature of Business and Significant Accounting Policies
Nature of Business

Midpoint Financial Services, Inc. (the Company) was incorporated in California on February
18, 2004. The Company is licensed by the National Association of Securities Dealers as a
broker/dealer.

Accounting Policies

Use of Estimates

Preparing the Company's financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilties at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates.

Cash and Cash Equivalents

For purposes of the statements of cash flows, cash equivalents include time deposits,
certificates of deposit, and all highly liquid debt instruments with original maturities of three
months or less.

income Taxes

The Company has elected S corporation status effective January 1, 2006. Eamings and
losses after that date are included in the personal income tax returns of the shareholders and
taxed depending on their personal tax strategies. The Company will pay California franchise
tax at a reduced rate of 1.5%. Accordingly, the Company will not incur additional federal
income tax obligations, and future financial statements will not include a provision for federal
income taxes unless there is a transaction resulting in "built-in-gains” it had at the time of the
S election.

Income tax expense prior to the effective date of the election includes a provision for taxes
currently payable or receivable as well as a provision for deferred tax resulting from timing
differences between financial and tax reporting. The main fiming differences relate to
depreciation and accrued commissions receivable and payable.

Furniture and Equipment

Furniture and equipment are recorded at cost and are depreciated under the double declining
balance method over their estimated economic useful lives generally ranging from three to
seven years. Significant additions are capitalized. Expenditures for maintenance and repairs
are charged to operations as incurred.

Depreciation expense for the periods ended December 31, 2006 and 2005 was $8,955 and
$4,654, respectively.
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Midpoint Financial Services, Inc.
Notes to Financial Statements

Note 1.

Note 2.

Note 3.

Nature of Business and Significant Accounting Policies (Continued)

Revenue Recognition

The Company recognizes commission revenue on the escrow closing date of the transaction
to which it relates.

Provision For Income Taxes

Components of the provision for income taxes (tax benefit) for the years ended December 31,
2006 and 2005 are as follows:

2006 2005
Current provision $ (2,550) $ 24,964
Deferred provision (benefit) (3,800) 26,800
Total provision for (benefit of) income taxes $ (6,350) § 51,764

As discussed in Note 1, the Company changed its tax status from taxable to non-taxable
effective January 1, 2006. Accordingly, the tax liability at the date the election for the change
was filed of $6,350 has been eliminated through a credit to the deferred tax provision.

2006 2005
Total deferred tax assets $ - 8 -
Total deferred tax liability - (3,800)
Net deferred tax asset (iiability) $ -3 (3,800)

Net Capital Requirements

The Company is subject to the Securities and Exchange Commission's net capital Rule 15¢3-
1, which requires the maintenance of a minimum net capital of the greater of the minimum
dollar requirement of $5,000 or 6.6667% of aggregate indebtedness.

As of December 31, 2006, the Company had a net capital of $83,877 which was $78,877 in
excess of its required net capital of $5,000.
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Midpoint Financial Services, Inc.
Notes to Financial Statements

Note 4. Reserve Requirements
The Company is exempt from the computation for Determination of the Reserve
Reguirements paragraph (k)(2)(i) of Rule 15¢3-3.

Note 5. Possession or Control Requirements

The Company is exempt from submitting the Schedule of Information Relating to the
Possession or Control Requirements under paragraph (k)(2)(i) of Rule 15¢3-3.

Note 6. Leases

The Company leases its office space under a three year operating lease that expires January
1, 2008. Rental expense was $41,079 and $39,535 for 2006 and 2005, respectively.

Future minimum lease payments on long-term operating leases as of December 31, 2006 is
as follows: '

December 31, Facility Lease

2007 $ 41,838




Midpoint Financial Services, Inc.
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Midpoint Financial Services, Inc.
Schedule | - Operating Expense

Years ended December 31, 2006 2005
Operating Expense
Salaries and wages $ 190,172 $ 518,481
Rent 41,079 39,535
Travel expenses 31,068 18,382
Consulting fees 28,591 42,933
Office expenses 22,701 14,967
Legal and accounting 18,992 7,590
Payroll taxes 17,602 33,469
Advertising and promotion 15,232 12,273
Licenses and permits 9,369 8,903
Depreciation 8,955 4,654
Insurance 8,875 4,717
Telephone 6,041 4,576
Utilities 2,503 2,275
Education 1,294 2,467
Qutside services 955 8,867
Regulatory fees 600 800
Bond expense 566 948
Contributions 200 -
Interest and bank charges 122 53
Automobile - 1,913
Dues and subscriptions -- 1,211

Total operating expense $ 404,917 $ 729,114




Midpoint Financial Services, Inc.
Schedule |l - Computation of Net Capital Pursuant to Rule 15¢3-1

December 31, 2006 2005
Net Capital
Total stockholders' equity $ 120,093 $ 092,267
Less nonallowable assets {36,216) {12,596)
Total net capital $ 83877 § 79671

Aggregate Indebtedness

Total liabilities $ 16219 $ 66954

Computation of Net Capital Requirement
(A) Minimum net capital based on aggregate indebtedness (6.6667% of

aggregate indebtedness) $ 1081 $ 4464

(B) Minimum doliar requirement per 240 15¢c3-1(a)(2)(vi) $ 5000 3 5000

Net capital requirement (greater of (A) or (B)) $ 5000 $ _ 5000
Reconciliation to Form X-17A-5

Net capital as reported in Form X-17A-5 (Unaudited) $ 54314 $ 96,360

Audit adjustments 29,563 (16.689)

Net capital per above $§ 83877 $ 79671
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Independent Auditors' Report on Internal Accounting Control

To the Board of Directors
Midpoint Financial Services, Inc.
San Diego, California

In planning and performing our audits of the financial statements of Midpoint Financial
Services, Inc. for the years ended December 31, 2006 and 2005, we considered its internal
control structure and accounting system in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance
on the internal control structure.

We also performed a study of the practices and procedures followed by the Company in
making the periodic computations of aggregate indebtedness and net capital under rule 17a-
3(a)(11) and the procedures for determining compliance with the exemptive provisions of rule
15¢3-3. We did not review the practices and procedures as defined in 17a-5(g) (ii), {iii) and
(iv) followed by the Company, because the Company does not carry security accounts for
customers or perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining an internal
control structure and the practices and procedures referred to in the preceding paragraph. in
fulfilling this responsibility, estimates and judgments made by management are required to
assess the expected benefits and related costs of internal control structure policies and
procedures and of the practices and procedures referred to in the preceding paragraph, and
to assess whether those practices and procedures can be expected to achieve the
Commission's above-mentioned objectives. Two of the objectives of an internal control
structure and the practices and procedures are to provide management with reasonable, but
not absolute assurance that assets for which the Company has responsibility are safeguarded
against loss from unauthorized use or disposition and that transactions are executed in
accordance with management's authorization and recorded properly to permit preparation of
financial statements in conformity with accounting principles generally accepted in the United
States of America. Commission Rule 17a-5(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

Because of inherent limitations in any internal control structure or the practices and
procedures referred to above, errors or irregularities may occur and not be detected. Also,
projection of any evaluation of them to future periods is subject to the risk that they may
become inadequate because of changes in conditions or that the effectiveness of their design
and operation may deteriorate.

15




Our consideration of the internal control structure would not necessarily disclose all matters in
the internal control structure that might be material weaknesses under standards established
by the American Institute of Certified Public Accountants. A material weakness is a condition
in which the design or operation of the specific internal control structure elements does not
reduce to a relatively low level the risk that errors or irregularties in amounts that would be
material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned
functions. However, we noted the following matter involving the accounting system and its
operation that we consider to be a material weakness as defined above. This condition was
considered in determining the nature, timing, and extent of the procedures performed in our
audit of the financial statements of Midpoint Financial Services, Inc. for the year ended
December 31, 2006, and this report does not affect our report thereon dated March 27, 2007.
Currently, the Company does not have the procedures in place to prepare its financial
statements using the accrual basis of accounting. However, management intends to have
such procedures established for the preparation of the Company's March 31, 2007 financial
statement.

We understand the practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the Commission to be adequate for its
purpose in accordance with the Securities Exchange Act of 1934 and related regulations, and
that practices and procedures that do not accomplish such objectives in all material respects
indicate a material inadequacy for such purposes. We consider the use of cash basis
financial statements, referred to in the preceding paragraph, to be a material inadequacy
because those financial statements are used to calculate the Company's monthly periodic
computations of aggregate indebtedness and net capital.

This report is intended solely for the use of management and the Commission and should not
be used for any other purpose.

Hocthoearm MWM

March 27, 2007
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